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listed Private Equity (LPE) Update:
Board Action Gaining Momentum

In May 2023 we published a White Paper titled Compelling Cyclical Value in Liquid Private Assets. This discussed
utilizing liquid public securities to manage plan allocations to private equity, providing:

e Effective liquidity and J-Curve management via an access product delivering reliable beta to the sector.
* High confidence of outperformance vs. plan hurdle rates as discount to NAV compress from historically

wide levels.

The cyclically compelling entry point still exists.

Listed private equity discounts remain very wide relative to histori-
cal averages offering absolute and relative value. Modest narrowing
from recent extremes has not significantly impacted the positive
asymmetry of current valuations.

Chart 1: Listed Private Equity Sector Discount ex 3i 20 Years to 28th
March 2024
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Source: Morningstar

Further, as shown by Chart 2, since the end of May 2023, the
Listed Private Equity Composite Net of Fees has gained 29.8%
over the 1l-year period, comfortably outperforming the gains of
24.9% by the MSCI World Net Total Return Index in US dollar
terms. The core ability of the LPE sector to offer returns in line

with their unlisted peers through the cycle (and more than public
equity) is intact.

Chart 2: Listed Private Equity Composite Since Inception
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Annualized Since Inception
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Why are Listed Private Equity valuations distressed?

Several factors have caused public market share prices to dislocate
from private net asset value (NAV) marks, including:

1). Concerns over the robustness of Private Equity valuations
and subsequently the NAVs of the Closed-end funds as
public markets fell in 2022.

2). The high interest rate environment and the potential
impact on Private Equity returns.

3). A slowdown in Private Equity deal flow and muted IPO
activity resulting in fewer exit opportunities.

4). Denominator effect amongst generally overweight allocators
as Private Equity valuations outperformed listed equity
markets in 2022 limited appetite to “buy-the-dip”.
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Much of the above has been at least partially addressed. Valuations
have been relatively stable, as gains in NAVs have mainly been
driven by revenue and EBITDA growth, offsetting modest multi-
ple compression, whilst global equity markets have recovered from
their 2022 sell off. Global interest rates are stabilizing with some
central banks such as the ECB already cutting as inflation rates
moderate. Meanwhile there are signs of green shoots in the private
equity industry and tentative indications of increasing IPO activity.
As noted in the Bain & Company Global Private Equity Report
2024, “Interest Rates appear to have stabilized, record dry power
is stacked ready for deployment and nearly half of global buyout
companies have been held for at least four years”.

Corporate Activity — The valuation backstop.

Whilst the Private Equity sector backdrop appears to be gradually
improving, which may once again improve demand for LPE, what
is clearer is the supply side undergoing radical change via Board action.

These positive actions will not only reduce supply of shares, and
hence the discount via an improvement in the demand/supply
equilibrium but can also lead to an increase in demand as inves-
tor confidence is restored. At the very minimum share buybacks
enhance NAVs as funds buy back shares accretively. As noted in
the Pantheon International interim results ending November 2023,
the impact of share buybacks totaling £172.4m at an average 36%
discount added 3.8% to the NAV over 6 months.

Corporate activity has always been a feature of the sector, especially
during periods of wide discounts with numerous mergers, take-
overs, and liquidations. However, with discounts remaining wide
since Q1 2022, we have seen a significant increase in Board actions.
The catalyst for this activity was probably sparked by Pantheon
International in August 2023 when it announced a £200m share
buy back as part of an initial package to address the wide discount.
This undertaking has placed significant peer pressure on funds
across the sector to focus on discount control amid increasing
shareholder activism in CEFs in general. Chart 3 shows the impact
this has already had, with a significant increase in buybacks since
2023. What is astounding about the 2024 number is that it only
reflects one quarter of the year.

Chart 3: Listed Private Equity — Buy Backs Increase Significantly as
Discounts Remain Wide
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Capital Allocation Policies (CAP) — A new paradigm.

As discounts have remained stubbornly wide, Boards have had
to focus on capital allocation policies to restore credibility.
Shareholders increasingly demand that these policies are formal-
ized to garner their support. Chart 4 summarizes the policies
enacted since we wrote our last paper in May 2023.

Chart 4: Summary of the Latest Capital Allocation Polices (CAP)

Announcement . . :
_ Capital Allocation Policy (CAP)

Pantheon International Aug-23 £200m share buy back & formalized
share buy back policy funded from
realizations calibrated to discount level

Chrysalis Investments Oct-23 £100m share buy back from realiza-
tions, thereafter 25% of net cash prof-
its from realizations to be distributed

Eurazeo Nov-23 EUR2.3bn to be returned via divi-
dends and buybacks between 2024-7

Harbourvest Private Equity Feb-24 Distribution pool funded from 15%
of cash realisations

Princess Private Equity Mar-24 Buy backs funded from realizations
calibrated to discount level

Petershill Partners Apr-24 $100m tender offer at 15% premium to
share price on announcement date

ICG Enterprise Trust May-24 Opportunitic buy back programme
in addition to long term share buy
back and dividend

Apax Global Alpha May-24 CAP review update planned for June
2024

Molten Ventures Jun-24 Share buybacks funded from 10% of
realizations

Source: CLIM Research, Bloomberg, Company Announcements

Shareholder friendly — and not yet in the price.

Whilst the announcement of new CAPs by several LPEs has had
a stabilizing impact on discounts, which will likely limit further
discount widening under normal market conditions, we also
believe that the new policies are not yet fully reflected in LPE
shares’ prices. In the very short term, it will take time to make an
impact as private equity distributions remain subdued relative to
historical averages. However, in the near to medium term activity
is expected to pick up which should flow through to portfolios and
distributions. There may be concerns that distributions will shrink
asset bases. However, we believe that NAV growth will offset
distributions as portfolio growth rates return to historical averages
of double-digit annualized returns and narrowing discounts act to
reduce the level of distributions under the new policies.



The Case for a Structural Investment in LPE remains convincing.

Long-term performance reflects the underlying performance of the limited partnerships in which
the listed vehicles invest. In net asset value (NAV) terms the 10 largest UK listed funds in the
universe have recorded an average return of 11.6%! annualized in USD terms over the past 10
years, comfortably outperforming the MSCI World Net Total Return USD Index gain of 9.2%.

The listed CEF wrapper provides liquidity - transforming an illiquid asset class into an asset with
daily pricing and liquidity.

LPE trades at discounts and premiums to NAV, and the discount volatility creates inefficiencies
that can be exploited via a dedicated strategy. The entire investor base is seeking exposure to
private equity but importantly not all are not discount aware.

The LPE universe offers a solution for investors secking to mitigate the cashflow/liquidity
uncertainty inherent to the asset class and actively manage their PE weighting.

INAV performance calculnted using a simple average for the 10 laygest funds by market capitalization from the buyout and multi
strateqy sectors listed on the London Stock Exchange (LSE) for 10 years to 31st December 2023.

Summary

The case to invest in LPE remains very strong:

. LPE provides liquidity without compromising active returns

. Boards are getting more assertive with their CAPs as buybacks and tender offers increase
. J-curve effects are reduced, portfolio vintages have increased

. LPE funds have delivered long-term NAV returns in line with the underlying LPs
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. Discount trends provide a structural inefficiency which CLIM is uniquely positioned
to exploit
6. Wide discounts offer a compelling opportunity today

CLIM has a seasoned team of dedicated CEF investors with a proven track record to exploit
this cyclical opportunity.

This document is for Professional Clients/Institutional Investors only. Issued and approved by City of London Investment
Management Company Limited (CLIM) which is authorized and regulnted by the Financial Conduct Authority (FCA) and reg-
istered as an Investment Advisor with the Secuvities and Exchange Commission (SEC). CLIM (registered in England and Wales
No. 2851236) is a wholly owned subsidiary of City of London Investment Group plc. (CLIG) (vegisteved in England and Wales
No. 2685257). Both CLIM and CLIG have their registered office at 77 Gracechurch Street, London, EC3V 0AS, United Kingdom.

All reasonable carve bas been taken in the prepavation of this information. No responsibility can be accepted under any circum-
stances for evrors of fact or omission. Values may fall as well as rvise and you may not get back the amount invested.

The information contained in this document is confidentinl and is intended only for the use of the person to whom it is given and
is not to be veproduced or vedistributed.

Changes in curvency exchange rates will affect the value of the investment. Discounts ave calculated using estimated NAVs by
CLIM’s Research Department.

The Listed Closed-End Fund Composite’s performance results veflect the reinvestment of dividends and other earnings. Net
returns veflect the deduction of the 0.90% investment management fee. The portfolio’s investment objective is to achieve long-
term capital growth. The portfolio invests primarily in listed private equity closed-end funds (CEFs), specifically those in specinl
situations or providing value opportunities. The portfolio’s benchmark is an 8% hurdle rate. The hurdle rate is a benchmark used
to evaluate investment opportunities.

Private companies ave generally not subject to veporting requivements, are not requived to maintain their accounting records
in accordance with generally accepted accounting principles and are not requived to maintain effective internal controls over
financial reporting. As a vesult, timely or accurate information about the business, financial condition and results of operations
of the private companies in which the CEF invests may not be available. Private companies in which the CEF may invest may
have limited financial vesources, shorter operating histories, move asset concentration risk, narrower product lines and smaller
market shaves than larger businesses, which tend to render such private companies more vulnerable to competitors’ actions and
market conditions, as well as general economic downturns. These companies generally have less predictable operating results, may
from time to time be parties to litigation, may be engaged in rapidly changing businesses with products subject to a substantinl
visk of obsolescence, and may requive substantinl additional capital to support their operations, finance expansion or maintain
their competitive position.

Past performance is no guarantee of future results.

CITY OF LONDON

Investment Management Company Limited

Contacts

London Office

77 Gracechurch Street
London EC3V 0AS

United Kingdom

Phone: 01144207711 0771
Fax: 01144207711 0774
E-Mail: info@citlon.co.uk

Philadelphia Office

17 East Market Street
West Chester, PA 19382
United States

Phone: 610380 2110
Fax: 610 380 2116
E-Mail: info@citlon.com

Singapore Office

20 Collyer Quay

10-04

Singapore 049319

Phone: 011 65 6236 9136
Fax: 011 65 6532 3997

www.citlon.com
www.citlon.co.uk



